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THE REAL ESTATE CYCLE IN 1959 


HE center spread in this bulletin shows a new charting of voluntary 
| transfers of real estate per 10,000 families from 1875 to the present. 

This charting is based on a larger number of cities than we have had 
available in the past. It is not charted as a percentage above or below normal. 
Only two corrections have been used on the original figures -- one for seasonal 
and one for the increase in the number of families in the metropolitan areas 
covered by the figures. We are currently collecting real estate transfer fig- 
ures in 105 cities. 


If the existence of a real estate cycle depends on a regular long-term 
swing from high activity to low activity, occurring with a fairly regular move- 
ment, it seems to me that this chart is conclusive evidence that such a cycle 
exists. It will be noticed on this chart that there seems to be a tendency for 
the amplitude of the swings to decrease. In the early part of the chart the 
pendulum was swinging over a wider area than it is in the latter period, and 
this seems reasonable in that the studies we have made of individual cities and 
also of countries have shown that in the early life of a city or of a country real 
estate booms are greater than they are as the city or country matures. Most 
countries in Europe have far fewer transfers per 10,000 families than we have 
in the United States, and in almost all cities of the United States the number of 
transfers in the recent past in relation to families is far less than we were ex- 
periencing 50, 75, or 100 years ago. Apparently as a city matures the swings 
decrease and the pendulum gets tired. 


The insert table on the chart shows a comparison of high and low figures 
for the 5 periods covered by the chart. This table also shows the percent- 
age of drop from the peak to the succeeding low. It will be noticed that from 
the first figure on the chart (the peak probably came 3 years earlier) to the 
bottom of the readjustment the number of transfers in relationship to the num- 
ber of families dropped by 43%. In the next 3 cycles the drop approached or 
exceeded 60%. In the last cycle it figured roughly 54%. This would indicate 
that any readjustment we have had thus far in the present cycle has not been as 
severe as the preceding 3 cycles, and probably not as severe as the first cycle 
shown on the chart. 


Along the bottom of the chart are figures showing the number of years and 
months from peak to valley, from peak to peak, and from valley to valley. 
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~ VOLUNTARY TRANSFERS OF REAL ESTATE PER 10,000 FAMILIES 
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HIGHS AND LOWS OF REAL ESTATE TRANSFERS 
PER 10,000 FAMILIES 


High Low % Drop 
Date Number Date Number from Peak 


July 1875 211* Oct. 1880 121 43 
Dec. 1890 252 Feb. 1899 104 59 
Jan. 1907 233 Nov. 1918 88 62 
Jan. 1920 172 Nov. 1933 56 67 
May 1946 150 Apr. 1958 69 























*Probably about 3 years after the peak. 
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There is one thing very noticeable in this chart, and that is that every 
real estate boom has had a double peak. This is not apparent in the first boom 
on the chart, as the figures start in 1875, while the boom itself started earlier, 
but in each succeeding boom we have risen to a fairly sharp peak followed by a 
period of from 3 years and 5 months to 4 years and 3 months when a second 
peak occurs. 


The reason for this double peak is the fact that at the end of each realestate 
readjustment when business resumes its upward spiral a housing shortage de- 
velops which brings about a great deal of activity in the sale and resale of ex- 
isting housing. 


This first peak has generally been rather short. During this period, how- 
ever, prices of older properties increase rapidly, making it profitable to build 
in quantity. Asaresult, a considerable volume of new building gets underway 
and shortly after the initial peak has subsided the transfers brought about by 
the volume of new building start swelling the total again until a second peak 
develops. 


Apparently the reason that the last interval between peaks was slightly 
longer than the others was the embargo on building during the latter part of the 
war. 


From this charting of the real estate cycle it will be seen that the period of 
decline from the peak in 1946 to the valley in 1958 was approximately 12 years. 
This compares with a decline of about 14 years from the boom of the 1920’s 


and a decline of about 12 years from the boom of the early 1900’s. It is slight- 
ly longer than the 104 years from the initial peak in the boom of the 1880’s. 


If the low point in 1958 proves to be the low point in the real estate read- 
justment this readjustment has been one of the mildest so far experienced. I 
believe that the almost universal adoption of the monthly payoff loan is largely 
responsible for the lack of severity. While foreclosures have risen by a siz- 
able percentage in the last few years, they are still at an extremely low level. 
In each past readjustment it became very difficult to refinance many proper- 
ties where the mortgages expired in a period of tight money. The foreclosures 
of these properties forced them on a disinterested market, depressing prices 
which, in turn, brought on new foreclosures. This has not been the case in the 
recent past, and we see no reason to believe that foreclosures will ever again 
reach the peaks of the 1870’s or of the 1930’s. Residential real estate has 
become a safer investment due to this change in financing than it has been in 
the past. Coupled with the inflationary outlook, the ownership of a home still 
seems the best inflation hedge available to the average family in the middle in- 
come group. 











